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1RAILROAD ACCOUNTING PRINCIPLES BOARD
A final report containing eight principles addressing railroad accounting and cost 
information issues relevant to regulatory proceedings in which cost determinations 
are used in Interstate Commerce Commission (ICC) decisions was issued recently by 
the Railroad Accounting Principles Board (RAPB) (see the 9/17/87 Fed. Reg., pp. 
35174-75). The principles are to govern the determination of economically 
accurate railroad costs directly and indirectly associated with particular 
movements of goods, according to the RAPB. The two-volume report also contains 
recommendations to the ICC for implementing the principles and addressing related 
matters. Volume one of the report contains eight principles on causality, 
homogeneity, practicality, data integrity, entity, cost of capital, asset 
valuation and related expense, and productivity. It also discusses the effect of 
the eight principles on specific regulatory proceedings and general purpose 
costing systems and the effect of implementing the principles on existing 
practices of the ICC. Volume two is a detailed report with a separate chapter on 
each of the eight principles and the six specific regulatory applications most 
effected by the principles, and four chapters on matters related to general- 
purpose costing systems. The RAPB released an exposure draft earlier this year 
(see the Wash. Rpt.). To obtain a copy of the final report, contact the
Superintendent of Documents, U.S. General Accounting Office, P.O. Box 6015, 
Gaithersburg, Maryland 20877 or call the GAO at 202/275-6241.
TREASURY, DEPARTMENT OF
Guidance on effective dates of source rules for personal property sales was issued 
recently be the IRS. Section 865 was added to the Internal Revenue Code by the 
Tax Reform Act of 1986 (TRA ’86). As a result, income from the sale of personal 
property must be sourced according to the residence of the seller, subject to 
certain exceptions, the IRS notice states. If income from the sale of personal 
property is received in a taxable year beginning after 12/31/86, section 865 
applies to determine the source of the income. Accordingly, payments under 
installment sales contracts received by U.S. persons after 12/31/86 must be 
sourced in accordance with the provisions of section 865, even if the installment 
sale contract was entered into prior to 1/1/87, the IRS notice states. The term 
U.S. person includes a controlled foreign corporation. A special effective date 
rule for foreign persons is provided under TRA ’86. The IRS notice states that 
the source of income received by foreign persons from transactions entered into 
after 3/18/86 must be determined under the provisions of section 865. The term 
foreign person does not include a controlled foreign corporation. The IRS notice, 
Notice 87-65, will appear in Internal Revenue Bulletin No. 1987-39, dated 9/28/87.
The allocation and apportionment of expenses, including interest expense, for purposes 
of the foreign tax credit rules and certain other international tax provisions are 
the subject of proposed regulations issued recently by the IRS (see the 9/11/87 
Fed. Reg.. pp. 34580-604). The proposed regulations are being issued to provide 
the public with guidance necessary to comply with the Tax Reform Act of 1986 (TRA 
’86), according to the IRS. TRA '86 generally requires taxpayers to allocate and 
apportion interest expense on the basis of assets. It also requires an adjustment 
for earnings and profits to the tax book value of the stock of certain 
corporations owned by the taxpayer for purposes of apportioning expenses, 
2including interest, on the basis of assets, the IRS said. In addition, TRA '86 
provides special rules that apply in allocating and apportioning interest expense 
in the case of an affiliated group of corporations and for the treatment of tax 
exempt income and assets in allocating and apportioning expenses generally. 
Although certain of these rules require the allocation and apportionment of 
interest expense on a consolidated basis, the IRS noted that these rules do not 
provide guidance regarding the allocation and apportionment of other expenses on a 
consolidated basis. The regulations are proposed generally to be applicable to 
the allocation of expenses for taxable years beginning after 12/31/86. The IRS 
has scheduled a public hearing on the proposed regulations on 11/13/87. Comments 
and requests to appear at the hearing must be delivered or mailed to the IRS by 
10/26/87. For further information after reading the proposed regulations, please 
contact David M. Merrick at the IRS at 202/566-6276.
The extension of the targeted jobs credit under the Tax Reform Act of 1986 (TRA '86) 
is the subject of Revenue Ruling 87-94. recently issued by the IRS. TRA '86 
extends the credit to wages of eligible individuals who begin working for an 
employer before 1/1/89, and applies the credit retroactively for those who began 
work after 12/31/85 and before 10/22/86. However, the IRS noted that the 
retroactive credit will only apply if the employer received or requested 
certification from a designated local agency that the employee is a member of a 
targeted group. A designated local agency would be a local office of a state 
employment security agency or jobs service. The employer must have received or 
requested the certification on or before the date the employee began work, or 
within five days after the employee began work, if the employee received a 
preliminary determination that he or she was a member of the targeted group. The 
same requirement for certification continues to apply to employees who began work 
on or after 10/22/86. According to the IRS, targeted groups are those with a 
particularly high unemployment rate or other special employment needs. The 
targeted jobs credit is a tax credit employers may take for wages paid to 
employees who are members of these groups. The credit directly reduces employers’ 
income tax. Revenue ruling 87-94 is scheduled for publication in Internal Revenue 
Bulletin No. 1987-39, dated 9/28/87.
SPECIAL: GAO REPORT ON AUDIT QUALITY RELEASED
The GAO recently released the results of the third phase of its review of the quality 
of audits performed by CPAs of governmental units, conducted pursuant to a request 
by Rep. Jack Brooks (D-TX), chairman of the House Government Operations 
Legislation and National Security Subcommittee. In this phase, the GAO was asked 
to evaluate whether there was a relationship between the procurement process used 
by state and local entities to obtain audit services and the quality of the audits 
that resulted. GAO found that the process an entity follows to engage its auditor 
significantly relates to the quality of the audit and final report. Entities are 
almost three times as likely to receive an audit that meets professional standards 
when they have an effective procurement process compared to when they do not, the 
report concluded. The report identified "four critical attributes" that provide a 
framework that, if followed, should "substantially" improve the procedures to 
obtain, as well as ultimately the quality of, auditor work. These attributes are 
competition, solicitation, technical evaluation and written agreement. Included 
among its recommendations, the GAO report suggested that at least two audit firms 
3be considered when selecting a qualified auditor and that multiyear agreements be 
utilized, preferably of a 5-year duration, due to potential long-term cost savings 
and other benefits. Solicitations, the report recommended, should be 
comprehensive and "convey all audit requirements" to interested firms. GAO’s 
analyses also showed that audit committees "can play an important role" in helping 
entities plan and implement their procurement processes, in addition to overseeing 
entities’ financial operations. These committees, the report said, can provide the 
broadest perspective and a "greater range of assistance" if they possess technical 
skills in accounting and auditing and expertise in the area of government 
contracting. If selecting an auditor where the entity is not required to procure 
on cost alone, the GAO recommended that cost should be one of the factors in 
selecting a CPA, but "should not override a firm's technical qualifications." In 
addition, GAO recommended that government entities obtain financial officials-- 
qualified personnel with specialized knowledge of governmental accounting and 
auditing--to assist in planning and implementing their procurement process. 
Copies of the report (GAO/AFMD 87-34) can be obtained from the GAO by writing the 
U.S. General Accounting Office, P.O. Box 6015, Gaithersburg, Maryland 20877, or by 
calling the GAO at 202/275-6241.
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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